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Referred  to  Committee  on  Insurance. 


AN  ACT 

Relating  to  the  Solvency  of  Workmen’s  Compensation  Insurance 
Companies  and  Associations,  Providing  Means  and  Methods 
by  Which  Such  Solvency  is  to  be  Determined  and  Main¬ 
tained,  Providing  for  the  Creation  of  the  State  Work¬ 
men’s  Compensation  Insurance  Rating  Bureau,  Defining 
Its  Powers  and  Duties  and  the  Means  and  Methods  to  be 
.  o^TJsed  in  Making  Rates,  Making  Provision  for  the  Payment 
of  Its  Expense,  Making  an  Appropriation  Therefor  and 
Providing  Penalties  for  Violations  of  the  Provisions  of 
the  Act. 

The  people  of  the  State  of  California  do  enact  as  follows: 

Section  1.  The  industrial  accident  commission  is  hereby 
authorized  and  directed  to  organize  and  maintain  a  rating 
bureau,  to  be  known  as  the  state  workmen’s  compensation 
insurance  rating  bureau,  elsewhere  in  this  act  referred  to  as 
the  rating  bureau,  to  consist  of  five  members,  as  follows :  three 
members  to  be  appointed  by  the  industrial  accident  commis¬ 
sion,  one  member  to  be  either  the  insurance  commissioner  or 
a  member  of  his  staff  whom  he  may  designate,  one  member  to 
be  a  representative  of  such  insurance  companies  and  associa¬ 
tions  as  have  been  authorized  by  the  insurance  commissioner 
to  transact  the  business  of  workmen’s  compensation  insurance 
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1  in  this  state  and  to  be  elected  by  such  companies  and  associa- 

2  tions  in  a  manner  to  be  determined  by  the  industrial  accident 

3  commission. 

4  Sec.  2.  The  members  of  the  rating  bureau  shall  hold  office 

5  without  remuneration. 

6  Sec.  3.  It  shall  be  the  duty  of  the  rating  bureau  to  make 

7  rates  for  workmen’s  compensation  insurance  upon  working 

8  premises  in  this  state,  upon  the  request  either  of  the  insurance 

9  commissioner,  the  industrial  accident  commission,  any  insur- 
10  ance  company  or  association  authorized  by  the  insurance  com¬ 
il  missioner  to  transact  the  business  of  workmen’s  compensation 

i 

12  insurance  in  this  state  of  at  the  request  of  the  employer  him- 

13  self. 

14  Sec.  4.  Wherever  and  whenever,  in  the  judgment  of  the 

15  rating  bureau,  it  shall  be  deemed  practicable,  rates  shall  be 

16  made  by  schedule,  that  is  in  such  a  way  as  to  take  account  of 

17  the  peculiar  physical  and  moral  hazards  of  each  particular 

18  plant  or  industry.  In  that  case  the  rating  bureau  shall  pro- 

19  vide  for  each  such  industry  a  standard  of  construction,  equip- 

20  ment  and  operation  and  a  basis  rate  applicable  thereto  together 

21  with  a  schedule  of  charges  and  credits  for  conditions  that  are 

22  respectively  more  favorable  and  less  favorable  than  said  stand- 

23  ard;  plants  and  industries  to  which,  in  the  judgment  of  the 

24  rating  bureau,  it  is  not  practicable,  for  the  time  being  or  in 

25  general,  to  apply  schedule  rating  may  be  given  a  flat  rate. 

26  Sec.  5.  Such  schedule  of  rates  shall  make  provision  among 

27  its  charges  and  credits  for  taking  account  of  the  actual  accident 

28  experience  of  the  particular  plant  or  industry. 

29  Sec.  6.  Such  schedule  of  rates  shall  take  no  account  of  the 

30  extent  to  which  the  employees  in  any  particular  plant  or  indus- 

31  try  may  have  persons  dependent  upon  them  for  support. 

32  Sec.  7.  A  re-rating  of  a  plant  or  working  premises  shall 

33  be  made  if  it  shall  appear  that  there  is  any  material  change 

34  in  the  hazard. 

35  Sec.  8.  A  request  for  a  review  of  any  given  rate  may  be 

36  made  to  the  rating  bureau  by  the  employer  concerned  or  on 

37  behalf  of  the  state  compensation  insurance  fund  or  by  any 
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insurance  company  or  association  authorized  by  the  insurance 
commissioner  to  transact  the  business  of  workmen’s  compen¬ 
sation  insurance  in  this  state ;  if  such  party  shall  present 
evidence  .which  shall  make  it  appear  that  such  rate  should  be 
amended,  then  the  rating  bureau  may  review  and  redetermine 
the  same ;  the  rating  bureau  may,  on  its  own  initiative,  review 
and  redetermine  any  rate  provided  evidence  shall  appear  tend¬ 
ing  to  show  that  such  rate  is  incorrect. 

Sec.  9.  The  rating  bureau  is  empowered  to  use  the  inspec¬ 
tors  of  the  department  of  safety  of  the  industrial  accident 
commission  for  the  purpose  of  making  rates,  but  the  use  of 
such  inspectors  shall  be  subject  to  the  approval  and  direction 
of  the  industrial  accident  commission. 

Sec.  10.  Any  report  made  and  sworn  to  by  a  safety  inspec¬ 
tor  in  the  employ  of  the  state  compensation  insurance  fund  or 
in  the  employ  of  any  company  or  association  authorized  by  the 
insurance  commissioner  to  transact  the  business  of  workmen’s 
compensation  insurance  in  this  state  may  be  used  as  a  basis 
for  making  rates. 

Sec.  11.  The  rates  made  by  the  rating  bureau,  shall  be  as 
follows:  Those  percentages  of  the  pay-roll  which,  in  the 
judgment  of  the  rating  bureau,  shall  on  the  average  and  in  the 
long  run  produce  a  sufficient  amount  when  invested  at  three 
and  one  half  per  cent  interest,  ( a )  to  carry  the  claims  of  each 
individual  industry  to  maturity,  (that  is  the  rates  shall  be  made^ 
on  the  “reserve”  basis  in  distinction  from  the  “assessment” 
basis),  and  (&)  to  cover  the  reasonable  expense  of  the  business 
and  to  provide  a  reasonable  amount  to  form  a  surplus  as  a 
protection  against  the  catastrophe  hazard;  such  rates  shall  be 
known  as  the  gross  bureau  rates.  The  rating  bureau  shall  also 
establish  a  percentage  which,  when  multiplied  into  a  gross 
bureau  rate,  shall  produce  that  rate  which,  in  the  judgment  of 
the  rating  bureau,  shall  be  sufficient  to  meet  the  losses  on  all 
claims  under  policies  to  which  such  rate  applies  together  with 
whatever  expense  may  properly  be  allocated  thereto ;  the  rates 
so  determined  shall  be  known  as  the  net  bureau  rates. 
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Sec.  12.  It  shall  be  the  duty  of  the  rating  bureau  to  publish 
working  rules  for  the  allocation  of  claims  expense. 

Sec.  13.  At  the  close  of  each  calendar  year  the  state  com¬ 
pensation  insurance  fund  and  every  company  or  association 
authorized  by  the  insurance  commissioner  to  transact  the 
business  of  workmen’s  compensation  insurance  in  this  state 
shall  determine,  each  upon  all  its  policies  in  force  covering 
workmen’s  compensation  insurance  in  this  state  and  issued 
subsequent  to  December  31,  1913,  an  unearned  premium 
reserve,  equal  to  the  unearned  portion  of  all  gross  premiums 
charged  upon  such  policies;  provided,  however,  that  if  the 
amount  so  determined  shall  be  less  than  the  unearned  portion 
of  the  gross  premiums  upon  such  policies  as  calculated  upon  the 
gross  bureau  rates  applicable  thereto  then  the  total  of  such 
unearned  gross  premiums  as  calculated  upon  the  gross  bureau 
rates  shall  constitute  the  unearned  premium  reserve.  Such 
unearned  premium  reserve  shall  be  treated  as  a  liability  in 
estimating  the  condition  of  the  state  compensation  insurance 
fund  or  of  any  company  or  association  authorized  by  the  insur¬ 
ance  commissioner  to  transact  the  business  of  workmen’s  com¬ 
pensation  insurance  in  this  state. 

Sec.  14.  At  the  close  of  each  calendar  year  the  state  com¬ 
pensation  insurance  fund  and  every  company  or  association 
authorized  by  the  insurance  commissioner  to  transact  the  busi¬ 
ness  of  workmen’s  compensation  insurance  in  this  state  shall 
determine,  each  upon  all  its  policies  issued  during  the  preced¬ 
ing  five  years  and  subsequent  to  December  31,  1913,  covering 
workmen’s  compensation  insurance  in  this  state,  a  claims  re¬ 
serve  as  follows :  against  the  present  value  of  the  net  premiums 
earned  on  policies  issued  during  any  such  year  shall  be  credited 
the  present  value  of  all  payments  made  to  or  on  behalf  of 
claimants  under  such  policies  together  with  all  expense  that 
may  properly  be  allocated  thereto ;  compound  interest  shall  be 
computed  at  three  and  one  half  per  cent,  (a)  upon  the  earned 
net  premiums,  from  the  end  of  the  year  in  which  the  policy 
was  issued,  ( b )  upon  the  claims-payments.  and  elaims-expense 
from  the  end  of  the  year  in  which  such  payments  were  made 
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or  such  expense  was  incurred.  The  earned  net  premiums 
referred  to  in  this  section  shall  be  based  upon  verified  pay¬ 
rolls,  or  if  the  policy  is  still  in  force  or  if,  for  any  other  reason, 
the  pay-rolls  have  not  been  verified  then  upon  estimated  pay¬ 
rolls,  and  in  every  case  the  earned  net  premiums  shall  be  based 
upon  the  net  bureau  rates  applicable  thereto. 

Sec.  15.  At  the  close  of  each  calendar  year  the  state  com¬ 
pensation  insurance  fund  and  every  company  or  association 
authorized  by  the  insurance  commissioner  to  transact  the  busi¬ 
ness  of  workmen’s  compensation  insurance  in  this  state  shall 
determine,  each  upon  all  its  policies  issued  more  than  five  years 
previous  and  subsequent  to  December  31,  1913,  covering  work¬ 
men’s  compensation  insurance  in  this  state,  a  claims  reserve 
as  follows :  such  claims  reserve  shall  be  the  present  value  of 
what  is  necessary  to  meet  all  future  payments  to  or  on  behalf 
of  claimants  under  such  policies  together  with  all  expense  which 
may  properly  be  allocated  thereto ;  such  valuation  shall  be  made 
upon  the  basis  of  three  and  one  half  per  cent  compound  interest 
and  the  mortality  given  by  the  American  experience  table. 

Sec.  16.  The  claims  reserve  upon  policies  written  during 
the  preceding  five  years  and  subsequent  to  December  31,  1913, 
as  given  in  section  fourteen  of  this  act,  together  with  the  claims 
reserve  upon  policies  written  more  than  five  years  previous  and 
subsequent  to  December  31,  1913,  as  given  in  section  fifteen  of 
this  act,  shall  constitute  the  claims  reserve  and  shall  be  treated 
as  a  liability  in  estimating  the  condition  of  the  state  compen¬ 
sation  insurance  fund  and  of  any  company  or  association 
authorized  by  the  insurance  commissioner  to  transact  the  busi¬ 
ness  of  workmen’s  compensation  insurance  in  this  state. 

Sec.  17.  Every  company  or  association  authorized  by  the 
insurance  commissioner  to  transact  the  business  of  workmen’s 
compensation  insurance  in  this  state  shall  keep  on  deposit  with 
the  state  treasurer  securities-  which  on  a  fair  valuation  shall 
be  sufficient  to  cover  the  claims  reserve  as  defined  in  section 
sixteen  of  this  act.  This  deposit  at  any  time  shall  be  deemed 
to  be  a  fund  solely  applicable  to  the  payment  of  claims  and 
claims  expense  arising  out  of  accidents  which  have  occurred 
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prior  to  said  time  under  policies  covering  workmen’s  compensa¬ 
tion  insurance  in  this  state  and  issued  subsequent  to  December 
31,  1913 ;  but  nothing  in  this  act  shall  be  construed  to  limit  the 
liability  of  a  company  or  association  under  such  claims  to  such 
fund.  It  shall  be  the  duty  of  the  insurance  commissioner  to 
see  that  the  provisions  of  this  section  are  carried  out  and  the 
manner  of  making  such  deposits  and  the  duties  of  the  insurance 
commissioner  therewith  shall  be  in  accordance  with  the  pro¬ 
visions  of  sections  six  hundred  and  eighteen,  six  hundred  and 
nineteen  and  six  hundred  and  twenty-one  of  the  Political  Code. 

Sec.  18.  Every  insurance  company  or  association  author¬ 
ized  by  the  insurance  commissioner  to  transact  the  business 
of  workmen’s  compensation  insurance  in  this  state  shall  make 
a  quarterly  statement  to  the  insurance  commissioner  of  such 
business  done  during  the  preceding  quarter  and  subsequent  to 
December  31,  1913,  with  an  estimate  of  the  consequent  change 
in  the  reserve.  Such  corrected  reserve,  upon  the  approval  of 
the  insurance  commissioner,  shall  serve  as  a  basis  for  fixing  the 
amount  of  securities  to  be  held  on  deposit  in  accordance  with 
the  provisions  of  section  seventeen  of  this  act  until  such  time 
as  a  new  estimate  shall  be  made  and  approved. 

Sec.  19.  Any  company  or  association,  coming  under  the  pro¬ 
visions  of  section  seventeen  of  this  act  and  having  securities  on 
deposit  with  the  state  treasurer  in  conformity  therewith,  may 
withdraw  such  securities  in  whole  or  in  part  by  presenting  to 
the  state  treasurer  an  order  signed  by  the  insurance  commis¬ 
sioner  in  which  he  shall  state  the  nature  and  amount  of  the 
securities  to  be  withdrawn;  provided,  however,  that  in  every 
case  there  shall  remain  on  deposit  securities  sufficient  to  cover 
the  claims  reserve.  It  shall  be  the  duty  of  the  insurance  com¬ 
missioner  to  issue  such  order  at  the  request  of  such  company  or 
association  upon  presentation  of  satisfactory  evidence  regard¬ 
ing  the  extent  of  its  claims  reserve  liability ;  provided,  however, 
that  no  such  order  shall  be  issued  more  often  than  quarterly. 

Sec.  20.  An  insurance  company  or  association  coming  under 
the  provisions  of  section  seventeen  of  this  act,  which  shall  fail 
to  keep  on  deposit  securities  as  provided  in  said  section  shall  be 


1  notified  of  such  failure  by  the  insurance  commissioner  and 

2  upon  continuance  of  the  same  at  the  end  of  thirty  days  after 

3  such  notification  its  certificate  of  authority  shall  be  revoked 

4  and,  if  its  certificate  of  authority  shall  thus  be  revoked,  the 

5  insurance  commissioner  may  utilize  any  funds  on  deposit  in 

6  accordance  with  the  provisions  of  section  seventeen  of  this  act 

7  in  the  payment  as  they  mature  of  just  claims  and  reasonable 

8  claims  expense  arising  out  of  accidents  which  have  occurred 

9  _prior  to  the  revocation  of  such  certificate  of  authority  under 

10  policies  covering  workmen’s  compensation  insurance  in  this 

11  state  and  issued  subsequent  to  December  31,  1913.  In  case  of 

12  the  confirmed  insolvency  of  any  company  or  association  coming 

13  under  the  provisions  of  section  seventeen  of  this  act  or,  in  any 

14  case,  if  the  aforesaid  deficiency  in  the  deposit  has  not  been  made 

15  up  within  ninety  days  after  the  revocation  of  the  aforesaid  cer- 

16  tificate  of  authority,  then  the  insurance  commissioner  may 

17  utilize  any  such  funds  on  deposit  to  secure  an  undertaking 

18  from  an  insurance  company,  authorized  by  the  insurance  com- 

19  missioner  to  transact  the  business  of  insurance  in  this  state,  to 

20  make  such  payments  to  such  aforesaid  claimants  in  accordance 

21  with  the  law  and  with  such  terms  of  settlement  as  have  been 

22  approved  by  the  industrial  accident  commission. 

23  Sec.  21.  As  the  state  treasurer  is  the  custodian  of  its  funds, 

24  the  state  compensation  insurance  fund  is  expressly  relieved 

25  from  the  specific  provisions  of  sections  seventeen,  eighteen, 

26  nineteen  and  twenty  of  this  act. 

27  Sec.  22.  Neither  the  state  compensation  insurance  fund  uor 

28  any  company  or  association  authorized  by  the  insurance  com- 

29  missioner  to  transact  the  business  of  workmen’s  compensation 

30  insurance  in  this  state  shall  issue  any  policy  covering  work- 

31  men’s  compensation  insurance  in  this  state,  in  which  in  the 

32  same  policy  any  other  liability  is  covered  in  addition  thereto. 

33  Sec.  23.  The  rating  bureau  is  empowered  to  examine  the 

34  wages  accounts  and  pay  rolls  of  all  employers  in  this  state  and 

35  the  refusal  of  any  employer  to  allow  such  wages  accounts  and 

36  pay  rolls  to  be  thus  examined  shall  be  a  misdemeanor. 

37  Sec.  24.  Auditors  in  the  employ  of  the  state  compensation 
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insurance  fund  or  of  any  company  or  association  authorized 
by  the  insurance  commissioner  to  transact  the  business  of 
workmen’s  compensation  insurance  in  this  state  may  be  placed 
under  oath  and  in  that  case  their  audits  of  pay  rolls  shall  be 
accepted  by  the  rating  bureau  subject  to  review  in  case  of 
subsequent  audits  by  the  rating  bureau. 

Sec.  25.  The  state  compensation  insurance  fund  and  every 
company  or  association  authorized  by  the  insurance  commis¬ 
sioner  to  transact  the  business  of  workmen’s  compensation 
insurance  in  this  state  shall,  within  one  year  from  the  termina¬ 
tion  of  any  policy  issued  by  the  state  compensation  fund  or  by 
any  such  company  or  association  covering  workmen’s  compen¬ 
sation  insurance  in  this  state,  make  a  sworn  verification  to  the 
rating  bureau  of  the  payroll  applicable  thereto ;  provided,  that 
it  shall  be  within  the  power  of  the  rating  bureau  in  particular 
cases  to  accept  in  lieu  thereof  a  sworn  verification  of  the  same 
by  the  employer  concerned. 

Sec.  26.  The  intentional  falsification  of  estimated  or  cor¬ 
rected  pay  rolls  on  the  part  of  the  employer  or  on  the  part  of 
any  insurance  company  or  association  covering  liability  for 
workmen’s  compensation  in  this  state  based  upon  such  pay¬ 
rolls  shall  be  a  misdemeanor. 

Sec.  27.  .The  rating  bureau  is  empowered  to  require 
reports  from  the  state  compensation  insurance  fund  and  from 
every  company  or  association  authorized  by  the  insurance 
commissioner  to  transact  the  business  of  workmen’s  compen¬ 
sation  insurance  in  this  state  regarding  rates  charged  or  to  be 
charged,  losses  paid  or  payable,  expense  incurred,  commissions 
paid,  interest  earned  and  any  and  all  matters  pertaining  to  the 
determination  of  proper  rates  and  the  proper  conduct  of  the 
business;  provided,  however,  that  such  requirements  shall  be 
uniform  for  the  state  compensation  insurance  fund  and  for 
all  such  companies  or  associations  and  provided  that  any  such 
information  that  is  made  public  shall  be  published  in  a  uni¬ 
form  way,  and  not  in  such  a  way  as  to  discriminate  against 
the  state  compensation  insurance  fund  or  against  any  such 
company  or  association. 
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1  Sec.  28.  There  is  hereby  appropriated  out  of  any  money 

2  in  the  state  treasury  not  otherwise  appropriated  the  sum  of 

3  twenty-five  thousand  dollars  to  be  expended  by  the  industrial 

4  accident  commission  in  carrying  out  the  purposes  of  this  act 

5  and  the  state  controller  is  hereby  authorized  and  directed  to 

6  draw  his  warrants  from  time  to  time  on  the  general  fund  in 

7  favor  of  such  commission  for  the  amounts  expended  under  its 

8  direction  and  the  treasurer  is  hereby  authorized  and  directed 

9  to  pay  the  same. 
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